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A REPORT ON THE "INDIRECT COSTS OF ACADEMIC ﬁéSEARCH -
w e
. . S

Iy

I. Introduction

- .\. ! N * "
’K'study_of ci.a policy implicifigns of the indirect costs of academic
‘ A

. ‘;s . :
research was one of the tasks specified by the President's Biomedical Research
» . .
—~Panel inlthe contract withthe:American Council on Education for ''Studies of

<

' -
the Impacts of Federal Hearth—Related Research Expenditures upon Institutions

. LY b . Al

of'Higber&Education." The Panel defined its interestsbﬁlthe problem ¢f indirect

P

costs in terms of the following questions:

1.

2.

3.

e 4.7

5.

<

6.

- . ] P
How are indirect costs determined and indirect cost rates negotiated?

"How 1s the audit process conducted for reneéotiation of indirect cost

rates? .

What differences are there between federal and nbn-federal funding
agencies ip policies covering indirect costs and the development of
indirect-cost-rates? . :
N . - \ . -
. ) . P kY
What patterns exist in the control and allocation of federa{ indireet-
cost reimbursements? '
-3

"What poiﬁcies and restrictions.are followed as to the uses that can be
made :of.such funds?

-

) What is the institutional attitude toward pregpnt federal percentage

levels, federal restrict1ons
relative to such funds7

and federal administrative procedures

.1t was agreed in rthe, proposal for the geheral investigation that the study

of indirect costs would be the joint rcspbnsibility of the American Council on

Education (ACE,

of American Medical Colleges (AAMC) and @hé @gnd Corporation (RANb).

r

tors for the three organizations: 1y12\n\\&3:1e£ (ACE), Thomas E. Morgan (AAMC),
. \

and Albert P, Williams (RAND). (

1as heen prepared,

the prime contractor) and its two subcontractors, the Association
The present

\

ther e, under the joint aegis of the pfojecf direc-

| 4
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it. % Procedure
1t was decided that systematic answers to most of the Panel's questions
could be§t be provided through tife ?reparation of a c:zprehensive monograph- by

an individual with extensive expériéencg in university esearch'admfnistration_

\

who had also been involved in’'thé participation of higher-educétion representa<
tives in the develdpment of federal indirect~cost regulations. Raymoné J.
Woodrow of Princéton University was selected for this task as being the best-

v N \ - t

. qualified person available.l His monogfaph entitled Indirect Costs in Univer-
. 4 ®

sities (11) is being submitted as a supplement to the present report; and the
Table of Contents has been reproduyced herein as Appendix A.

Other contributors of material for this study’ included Frederick B. Putney

- -

- f Columbi'da University who prepared a paper elaborating or’. the numerous miscon=
_teptions of the nature of indirect costs and providing a detaileé)example of

indirect-cost calculations for a Bypothetical university. ;

.

On a different aspect of the problem, George W. Baughman of Ohio State

Un{vegsity‘assembled data desigded to explain why indirect costs have been
t

increasing recently'.at a more rapid rate than the dirgct costs of research.

His source was t%e Ohio Higher Education Price Index of the Ohio Board of Regents,
. 2 "

which is based on pr}ce-chanée data for the twelvgxétate—assisted universities

\J *

in Ohio. Comparative percentage changes for selected.components of this

g Cl .
b - .

price~index sefigs have been included: in this report. ~

e ) vil

’

. . N
. 1 : )
. Raymond J Wood;bw served for many years as Directox of Research Administration
¢ and Execuf®v Secrétary of the University Research Board at Princeton University.

He was a co ltant and member of 'various national committees concerned with
federal indirect-cost regulations, and has published several articles on the sub-
ject (citéd among references in his present monograph). -Since his retirement
from the position named above, he has directed an NSF-supported, project on research

, management in universities under the aegis of Ph;nceton's University Research Board.

- *
Q . .
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‘Inasmuch as proposals for substantial changes in federal regulations ébv-

¢ e ’ . . ’
erning reimbursements for the indirect costs of academic research have recently

- .y . ——— — ——

appeared, a f\inal section has been included in this report on the qgétds of

these developments. Particular attention has been given to the comﬁﬁn}cations//-,

-
)

between representatives of universities and their associations and representa-

< \ .

tives of the Executive Branch and .the Congress fgr'the.purpqse 6f achieving

>

agreement on procedures for resolving the issues .raised. -

The following sections conskit mainly of digests. of matérial from Woodrow's
ﬁoqograph and other sources‘that relate to the Panel’s questions and to ofher —-
aspects of the policy implications of the indireft costs of académic research.

The discussion has been organized under six headings: (a) the determination
’ L3 r )
of indirect cost rates;: (b) policy limitations upbm the recovery of costs of

N ’
-

Fesearch; (¢) rising trends in indirect costs; (é) indirect-cost problems arising

A}
-

within academic research institutions; (e) recent proposals for revisions of

federal indirect-cost regulations;aff) general conclusions. . 7~ .

)

. . i

)




111. The .Determination of Indirect-Cost Rates

-
[y

-, ‘erdé:al_policiéspand‘procedures gbVefhing reimbursement for the indirect

costs of research congycted by universities haye ‘evolved through Bq@g;op$ﬂ§§ages

-

-

~ . .

since 1947, when therfirst.set of regulations ﬁrovided for the determination of -

.an average indirect-cost rate covering all instructional and research activities
" of an institution--based largely on its regulaj financial report. They were
o - %uperseded in 1958 by Bureau'of the Budget Ci}cularyA-le which was applicable

-

only to research costs and which established a systematic séf of cbsting prin-"’

ciples and general guidelines (but not a detailed §et~of uﬁiform accounting
A} k .
procedures). The document was devéloped by an  interagency committee which

4

. worked clgsely with a group of university representatives organized by the

v

e
..

~ American Council on Ed%Fation. ' . ’ Co .
. Y

. ! v i

Circuiar A-21 has been revised five times. 1In 1973,hthe responsibility
! . N v
for this fénction was transferred to the General Services Administration~-which

3

reissued the reguiations without substantial change as Federal Management Cir-

cular No, 73-8 (FMC 73-8).. ﬁecently, the Office of Managemént and\BLdget‘(OMB)

©
-

’ - has reaséﬂyeq this administrative responsibility. . —
e ~ ' . \ N 4
v Several points regarding this history of the federal regulations governing
indirect costs -and indirect-pést rates are pertinent' to the major issued taised

in discussions of this subject:
Iy Ll
' 1. The research'activities~conducted by upiversities gerderally require
* numerous services and other support which fall under the aecounting '
category of indirect costs and which can be most equitably prorated
. to‘gndividual projects on the basis of some such principles as those
embodied in FMC 73-8. ‘

— ’




2. Indirect costs are r costq,eﬁgt must be met by an institution from
_ its operating buydget. 1f individual projects or other activities
‘ . requiring indirectécogt/éervices do not pay their pro rata share of .
the cost, it musE"Fé‘ﬁﬁiﬁé’ﬁ?’thé‘femainder"of,the~insbitgeionﬁs-«.~-»_- —
budget. /:////// ) .

3. Differences of opinion exist between federal agencies and universities
as to what indirect costs are allowable as-chargesiagainst research

-

."grants, but the responsible federal agency makes decisions in these .

cases and they are reflected in the indirect-eost rates ffnallj ap-
« ~proved after an appropriate auditing process. - -

—— = -
4, .To a conéig%iggigzgéigzgg:gz;;ent,effdrts to change the indirect-
. cost ragy. ons arise from uhsatisfactory:accounting practices and

“,_pogf}y~documented requests for reimbursement on the part of some - .

,in ti&utions—fhét‘ﬁféEEEEEIi—ére attempting to comply with .the regu-

. “"lations and the terms of ‘their audited indirect-cost rates. Many of

. these criticsms are undoubtedly justified, and the higher-educatiom .-

. associations mainly concerned are taking steps to urge their member

institutions -to institute more rigorous accodnting and documentation
procedures ‘in claiming indirect-cost reimbursements.
5 .

5. The efforts to revise the policies and regulations, however, go far///
beyond steps to assure better compliance by a minority of institu
tions. The proposed changes would limit further the range of im=
direct costs eligible for reimbursement under research grants”and
contracts; and they would institute enormously costly c¢hanges in .

- detailed accoyﬁging and reporting procedures (which thg/preseﬁg FMC -
*  73-8 specifically views as undesirable). . ’ S

) L} ~.. _
Policy Limitatib&gﬁupon the Recovery of Costs of Research
\ \\ . . . \

The Congress and the\Exeqqtive Branch have from time to time imposed

ceilings or other férms of limitations upon full recovery of the costs of -

Vo . .
y , research by academic institutions. Such limitafions have usually applied to

[y

\ .
grants rather than contrdcts (the limitations_to such recovery. uinder contracts
. \ <t ,

relating mpidly to what eharges are "allowable" as indirect costs of research).
‘ Al P

+

N - 2

¢ : ’ s
In the case of research grants, initially there period in which indirect-

cost peimbursement was limited to a fixed pgrcenfage of direct project costs.

o

This peréentaée for §IH, for example, was firg




direct project costs--a limit rhat was first raised to 15 and latér to 20 ,,,<7/’”'

- - cent for HEW projects. Curiously, independent agencles, by contrast, were
. . : \ . ¥

aliowed a rfimbulsement limit of 25 per cent for indirect costs for one year;

but this was redu-~ed to 20 per cent fgr- the following year.. -
- } p 8 , .

/

.

‘ ' The Congresssin 965 abolished all indirect-cost ceilings’but replaced

.0

them with a policy of "cost sharing."g This statutory restriction provided tﬁéf

-

no recipient of a federal grant_ for research should be paid "as much as the

~

. entire cost of the project." Individual agencies were left reasonably free to

~

determine how the costssharing policy should be implenented.

One reason - given for,requiring universities to share in the costs of

.. - . - .. ! N

- grant—Supported research is that such activity is an integral part of the in-
»

T .
- - N Lo

~ stitution's regular educational program and hence should not impose an extra-

neous added burden. In the abstract, this argument is a pleusible one--and

-

it is similar .to the one usually made b§ foundations-~but conformity to its

-
.

. \ "logic" would mbst assuredly curtail the level of university participation in

v the nation's research effort or else would- serlously distort the total educa- .,
‘ , Y

: tional programs of univerSities by siphohang of f resources required for the

-/ \ effective performan(e of important nén sponsored" activities. The deterlofa—

, /
. . - ting genera} flnénclal s1tuat10n/of research univer31ties, caused by the com—

. binéd cffects of inflation and recession, makes the burden of sharing in the

- costs of federal programs increasingly difficult for institutions to bear.
- . L

’

-
“
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. ___ since precise i stion asﬂ;gﬁghs:fuiI’ﬁgg;;;’; cost gharing and ‘as
o . e

navail-

to the ?:égéf:ff:EEEAimpaets’ﬁﬁon different -types of institutions is u

- able, it is believed that a‘sygtemaiic stu¢y-of this problem Should be spon-

sored- by an appropriate government agency OI age

N

ncies. Consideration should

ison of the federal indirecé—cost pblicfés

costs) have been rising in recent‘ngfs. The evidence is not so clear, how-

eases for various types of research’

.

ever, as to ‘the magnitudes of thesé€ incr

¢ .~ be-given in Such»é study to a compar
e m:‘ ' appliqabig'to‘ind;stri with thésg prevailing for univeisities;. : )
f‘ ’ "“‘”NVT""kiéiﬁg“Tr ds- +n-Ilandirect "Costs - . a - h R
. . .  —— .y .. i ) .
Thé evidenée is reasonably clear from se§é£a%’§6ﬁrges that the inﬁirect , ‘
' ) costs of reséarch as a probortion'oé totél costs (or-as a percentage of direct 4
' .
\
|
l
|
|

activities or among differenp‘institut}ons. Furthermore, thé reasons for

“

i such increases are not fully undérstood or adeqﬁately appreciated by many who

. . . X g .
. o ” -
are concerngd about them. The present summary will present evidence on the

es in the.ACE sample, and

PR 7 . . . .
trends in such increases for NIH grants to universiti

will then cite price-increase data to show why indirect costs have increased- at

.
4 4 1N

0 a faster rate than direct costs: ‘ .
!
‘ .

. ) 1. Changing Proportions of Indirec

-

1S

t-Cost Funds in NIH Research Grants.

"From the NIH IMPAC files, records. of the grant funds awarded- to 143
universities wexe secured for a separate ACE study (6), together
. . with the percentages of these funds provided ~for direct and indirect
. -’ costs. “Two types of trend indices have been computed for indirect
. - : cos'ts: (a) the pfzggttion of the total awards allocated for indirect %
t , costs; (b) ingirec' Zosts as perceptages of direct costs. The :
following is a tabulation: of these two sets of percentages covering |

£ \the fiscal years 1969 through 1975: .
1969 1970 1971 1972 . 1973 1974 1975
7 \

v

1ﬁdirect Costs . . v o o . ’
€al Costs 21.7%¢ 23.5% 24.4% 25.6% 26.8% 27.5% 26.5%

°

v 4 : ’ N .
. Indirect™Costs ‘ . . -
Direct Costs- \37‘7 30.7  32.3 344 366 37.9 7 36.0




' ngparati&é Increases in Prices for Direct and ndirect Costs'of
University Operationéf There are several reagsons y indirect costs
have increased more rapidly than direct cgst ‘research in recent
years. - Probably the 'most-sigaificant has. he_differential . _ _
tffects of inflation on the two types &f €xpenditures. The direct—

omponerit of research expendit has a higher proportion of
salaries and wages than the indir ~e08t component; and the former
has becn increasing at lower ratgs’than the latter. e‘price ip- .

“creases fo books- and periodicgks, utilitiés, and er non-pezzgggg£///
items.havd escalated far more rapidly in recent years than persocnnel .

compensation (which is the denominator in most formulaé for deter—

'mining indirect-cost rates)--as the foliow{hg price-change'percentagéé "
‘ L o .

" show: . r S ’ ;
LIV 2 Ohio Higher ,Education’ Price IndexS
Fiscal Faculty Com- All Non=-Personnel Prices
Year pensation Prices = -All Libfary Phys. Plant .

1968-69 - 2%
1969-70 . .
.1970-71

¢ 1971-72
11972-73
1973-74
1974-75

y 8

Anpther major factor contributing to rising indirect costs has Qgen the

costs of compiiancé'with federal laws and regulations=-e.g., those relating to "

R \ . N . ? i ..
such federally mandated sogial, programs as the following: * 2qual employment

- - .

opportynity; equal PRy, affirmative ?ﬁéion,'occupatidnal saféﬁy-énd,health,/;'
min;mum wage and fair-labor standards, Social éEEurity increases, health-main
Vo0 . . Y . .

tenance organizations,.hnd,gnvironmeQEAI protection (10).

< I
[ V.
\
"

2
See References, number 1.

3Prov’ided by Georsge W. Baughméh of Ohiq Stéte/hnivensity fr6m the price indices
developed by the Olilo Board of Regents from the records the twelve state~
assisted universities in Ohio. L ‘ - -

- \

1
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More specifically affecting federal grants and contracts are régulatiéns

bor Surplu;; small bu31ness concerns, mino/;ty

’ — relatl g to the, utilization of la
[} . . - ] ‘ » . »
usiness enterpr;ZEE}mthe use o uman subjects 1n_research, animal-care requive~ P
- . B . . . - . /f o ) ) .

t .

ent of the hand1capgpd P

Dments, employment ,nings‘for veterans, and .employm

as.well as.with the increa 31ngly detaxled

Compliamce with these regulations, .
‘information requirements under grgnts and contracts« all have intreased the
’_/_,,/'— "’—/"_AAH_‘ W"““‘*‘-‘«\ ¥ = o C ) - -
,;ndxrect ‘<osts of the administrat1on of spon$¥\ea-%esea§cb ) Y i
=l \

a

¢ T .
VI, Ind;fect;Cost Problems Arising within AcaJvmip_Reggaﬁgﬁii;;titégggnﬁ o
o / i ' ;

-institufionalvproblems related to ind%rect costs
. .

. Two general types of intra
s

may be identified: (a) th057 relat1ng to the deternlnatlon of the indf\ect—
« \,

cost rate structure erﬂtheAinstitug;gni\Part1cu1arly as regards complex unl-r

' I ) )\

¢ versitid S’with'large and varied types of organizational units; (b) and those,..

SIEREN ' . ' .
—cost-relmbu;sements.
- -7 - ' .
receivad by the 1nst1tut10n. T S - .

* - * ) i * 5 " ,

= i %, N

= o,
/ The prob&em of, determlnation of the apﬁ/oprlate rate struc

3 : / +
) N .

BN ¢44;;{o§t;I:t an insti utlon is/tne/re§p0n31¥illty of the federal agency in charge

S et audl?jiand/establishment of rates under federal regulations, Separate

1 ~

affecting the internal allocation and use of indirect

.

ture_ for -indirect

~ -

indirect—cost rates  might be establlshed withih a conplex 1nst1tutxon for
™

-

—_— T
n?ts~dhose indirect costs varled Sub—

o m— b - "
T <

large and relat1ve1y autonomous research u
- o

N

‘ f. stantially from those for tHﬁ remainder df'the 1nst1tut10n. Such a detexmrnatron
* v // I )
presumably wou]d be made 1d negotiatlon w1th the 1nst1tut10n in terms of.an
\ “ ;

<

eéen the 1nst1tutional and the federal interest.

) equ1table balance as‘betw
- M € b ’ i)
£ N ~
. M ”
. - " .
- —
4
? 1\
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ERICT e e
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s

1nternpl budgeting of indlrect-c st revenues.
‘ »

Faculty»members and department p
t‘hedés, for example, sometimes feel

at their indiv1dual proJects do not requlte
. all of the 1nd1rect-cost _services that

e specified in the negotiated ratb D
r .
. *structure. They fail to understan

L
s
* -

d that th latter 1s based upon an averaging
of tbe dosts of such services for all projects

at the institution (or within
) .+ the pa§§%0f it covered by\a particular rate struc
. s by . DN

-

e) .~ For the .general exelv~
a .

tive officers of the institution, on the other hand
-

> costs Yepresents obligations that must be met;

, ‘the totality of Indirect |
R e TRIRN

and such\cqsts increase gener-
ally in proportion to the expansion of research an

\."4
L \r

* Admin-

»

d- other a tivities.
‘1strators are cohﬁetned moreover,

with the probiem of meeting the indirect

.

qu1r1ng the sharing of the Eosts of grant supported research

; tSteps~need to be taken to .assure. better mutual un

derstanding of the respec-
tive attitudes and concerns of both faculty and administratiyve groups
.o NI ) )

it
eSpec1ally 1mportant forQ%aculty members\ahd\departﬁent heads to understand

that if the costs of sponsored projects are not\\hily reimbyrsed, the
A
/ - met by the real

y must be
location of institutional funds from other programs and P

3

urposes.
The federal interest .in the internal budgeting of indinect

—cost revenues
would appehr-to rela

“

te solely to the questlon of whether or not its sponsored
QrOJeCtS have been provi

ded with adequate 1nd1rect -cost Serv1ces.

1t is not
the federal respons1b11ity or p

rerogative to enter"into,an evaluation of the
. @& - 'er
educational budget of an instituti

s

on, which includes indirect-cost -rdlenues

ommEm e LS,
. LI
ey 4 G0 .
- ' v




A}
as a component that must *be integrated into the totalit
) / ,

-

y ot the gemeral revenues

I

available for the educational and s pport operations of the institution as a

ould seem to end with the determination thaﬁ\

whole. 'Federal reéponsibilitieg

~

ates are justified, that its requests for re-

-~ PS
and that the indirect-~cost services required for feder-

an institution's indire

imbursement are valid,

ally sponsored: projects are satisfactorily grovided.

. . , ,
VII. Proposals for Re$isions of Federal Indirect-Cost Regulations

’

@ ~ !
Two federal reports issued during 1975\have‘stimulated reneyed discussion -
H

of relmbursement for the indirect costs of academic research. The first was -« .

f the U.S. House of Representa-

- submitted to the Committee on Appropriatlons o

Although dated March¥1975,

R
The second document,
. ‘ . 3
was prepared in the Office of the Assistant Secretary,

tives by its Surveys and<Investigations Staff (9).

-

the report was not released until February 12, 1976.

[ Y
still in draft form,

L . .
Comptroller, of the Department of Health, Education, and Welfare--as proposed

~

-

revisions of FMC 73-8 (7).

The House Staff Report was devoted mostly td a detailed review of indirect-

v 4
[

cost-regulations'and to implementation of the regulatigns within the Depart-

ment of Health, Education, and Wélfare. Particular atténtion was paid to

statlstlcal 1nfbrmation on indirect-cost relmbursements, including the unavail-

ability of such information from certain HEW agencies. Amoné other recommenda-

’

tions, the following proposals were of special concern to institutions of higher
v

-

\\\\édocatlon and their assqciations: - , .




]
S

/

-

"The Investigative Staff suggests that ‘the Comnittee may wish to request
HEW to study the possibilitxsof developing standard direct cost definitions

and a single base for overhead d1stribution. Sueh definitions would re-

quire that certain ‘expenses’ be considered direct coSts;

expenses then would, be included in indirect’ cost pools. By classifying
specific’ cost ekements as direct costs and gausing all other allowable ’

costs, to be inc

able to compdre indirect costs or sypportive costs
to another. In conJunction with the establishment of standard direct ,

s

uded in indirect cost pools,«HEw program people wotld be

from one institution

o &

all other allowablé -

cost definitions; HEW should consider the estabiishment\of a'single base
for applying indiréct costs. Currently in-the National Institutes of

PP ‘

Health Indirect Cost Management System there are 92 separate‘base plans :

for applying‘indirect costs" (9, pp- 89-90)

>

"d-\

- It is not clear what relatlonshlp, if any, might have existed betweenkthe -

»

S

Thé HEW recommendations were made\EVailable 1ast fall in‘draft form to various

PR

‘House Staff Report and the HEW‘draft of rqfommended rev131ons to FMC 73- 8

S

N

federal agenc1es and to higher-education assoeiatlons “*in the preSumed expec- .

-

tatlon that they would eventdally be off1c1ally recommended to, the General

» N

- »

Services Adm1n1stratlon as revisions of FMC 73 8. But, as noted above,

strative respons1b111ty for FMC 73 8 was recent1y<reassumed by the.Offiee-of

Management and Budget (January 1, 1976), and 1f "HEW.

-

recommendations for revislons of ?ﬁC 73 8 .they would be submitted to OMB.

o~

Strong opposition to parts "of both of these repofts has been registered
*““\-

A

B -

tidnS'Committee‘a statement entitled ”Commenxs on the Repoxt, 'Overhead Relm-

a *

Welfare M 4 While agreeing.with severalMof the points made in.the House Staff

N ) - S

by un1versities and thelr assoe&atlon representatives.

‘Commlttee on Indirect ‘Cost, for’ example, has submitted to the House Approgria-

R - “
J
admini-
Y
decides fo adopt official
t 3% -’G -
. . - "
An Interassociation ;
oM

-

. bursement to Grantees.and Contrictors, Department of Health, Education, and”

4The associations represented on this committee are the American Counc11 on
Education, the Association of American Medical Colleges, the Associatibn of
American Universities, and the Association of Land-Grant Colieges and State

" Universities. "

- . . 't g
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Report the Interassociation Committee took particular exception to the recom-

‘ mendatidn for "stamdard cost definitions and’ a single base for overhead distri-

»

'-5_ bution. In support of its opposition, the Committee cited one of the central-

.
» ’

- points'ﬁade in aﬁ.earlier study éf the indirect'eosts of academic researqh Byk'
) ° ’

T * . \ . ! ¢
o . _ . - the General Accounting Office: "It is not feasible to determine indirect,

- . []

vy

..

A -costs by a fixed m&hod or procedure applieduuﬂiformly under all conditions"

- ¢
~ M . v -
-

O 3 : ‘ Y

S One of the concerns.expressed in the House Staff Repott, which yeflected

[y .
questions raised in various committee hearings, was wvhy the indirect costs of

-

academic research appearea tfo be increasing more rapldly than direct costs. A

)ﬂ,,,:;;rgfgsz’oﬂrfﬁis/;ubject, prepared by C.V. Kidd of the Assoc1ation of American
= " Universities, was recently submitged“to the'Representative Flood of the House
Appropriations Committee (5). This paper ingor rated information from various

-
y ’

. ~ sources, including some of the data presented'in an earlier section of the pre-

.
-

,

C sent report. g . -

In order to coordinate the efforts of the universities and h%;her educa-

-

- . ' -

‘tion associations to respond constructively to the. two’ federal reports and to
______ ' b3 .
g e d L . .
other expressions of concern in the Congress and the Executlve'Branch, a spec1a1

committee of university presidents and business officers has been 'establishied

~ - . -~ e
N . 7] A

with John W. Oswald, President of Pennsylvania State Univer51ty and President

K

. ' of'the Association of American Universitles, as its chalrman. The committee -

has addreSsed communlcations to_ Secretary David Mathews of HEW, to Representa-

Y . [4

\
tive bPaniel J. Flood of the\\?use Appropriations Cormittee, and to John J. . .

R

Lordan, Ch1ef ,of the Financial Management Branch of ‘OMB. . Among other actions,

N 3 1y Y

«
~ A . . \
N ’ -
~ . 4 v

ERIC. " 16 : s -

e - ‘

\]




NP ’
; t 1
- \. . < +
v . - '.
it was reported "that Rogef W..Heyns, President of the Americanm Council on Educa- Qt?:i
tion, had written to the presidents of aly ACE member insgitutions urging a - T
- - : na

T—— ¥

careful review of their’procedures for determining indirécg 6?3%3~l2§2£§?2 to
» L .

*

.

" ensutre full compliance with current guidelines. His letter énnounced that
regional workshops were being scheduled by the National Association of College

. -7 %
and University Business Officers and its Committee on Governmental Relations

for the professionéf review of the principles and practices for determining

indireei\iizts with business officers of institutionms. . | -

-
)

. >

The committee's letter to Representative Flooi/jfso recommended that é:

speciaf federal interagency group be established te~conduct a full review of

indirect-cost policies and to make recommendat ions for revisiops '‘to OMB. A - -

-

' ! 4
group of university representatives woukg:Ec formed to make concyrrent sugges-— ¢
; ; .

-~ . -

tions~--a_procedure that was followed in the orfginal qrafting of Circular A-2].

.

v11i_ Genefal Cbnclusions .

. -

‘'This report on the indirect costs of academlc research has been focussed

>

upon two main fypcs of problems. The first” type 19 primarily technical in
nature, relating largely to accounting principles and procedunes for determ ing’/i’f
v, -
the costs of research and for assuring teimbursement for. fect costs in

accordance with established gg;del&né§f’¢i%e second category concerns issues

e

of puﬁlic polic§'félative to responsibility for the financing of academic

-

. research. That thi7 responsibility is one that should be shared by universities

.

and the federal government is generally recognized; but there is far from

»

general agreement regarding the policies that should govern the sharing of. the

4< . ’ \\k‘

- . .

., costs of fe@erally sponsored projects.-

e - -
. - [y




L4 -
1
\

. v . . \

T~ “In the light of the dLvelopn?ntS“described in the preéeaing section, the

ﬁﬂospects now seem favorahle for a comprehensive review of bhe technical issues

.
y ‘ - . LA

hﬂ—uz
regardihg the determination of research costs, indirect—cost\rates, and improved

\§§§§\§§§ Q:;;Eﬁﬁance with esta uidelines. Universities and thel; assoc1at10ns\

believe that a careful study of these problems by tbe staff of.a spec1al inter-

agency committee will clear up many misconceptiens about,indirect costs; and

'

- N

B -they hope that one outcome will'bé coneurrenceixlthe conclusion of the earlier

.
A e

’ GAO study that emphasis ‘upon costing principles and general guidelines is

» -
hd °

preferable to the 1mpos1tion of. rigidly uniform def1n1tions and detailed

accounting procedures upon all types of institutions. In any event, these ,
Py s

. . ’ t 2 .

’ , issues would he resolved after a full review of the conflicting views and evi-

.

N dence; and however the technical disaggeements,might be decided, it seems -~

feasonable to expect that imprgved administration of costing ré%ulations‘would
o -

~ -
o .
L A

¥

¢ result~--within both/féaeral agencies and educational institutions.

-Unfortunately, there is no ,parallel plan for resolving the public-policy

‘//’,,,;/’T/ issues related to indirect costs and the financing of academig¢ tesearch. By
an act of Congress, since 1965 academic‘institutions have been required to .

’ . »
.

share in- the costs of research'supported by federal grants. Such cost-sharing .

4
usually -takes the form of the contribution of faculty time or some other kind

- ~ -
L)

of "direct" support, which obIigates the institution to meet a corresponding
, share of the'indirect costs of thg sponsored research. And since indirect
costs have been increasing recently at a considerably faster rate than the -

direct costs of research, the ‘result is a kind of progressive "multiplier

. ‘ . v . .
. effect" associated with cost -sharing which adds to the general® financial burdens

~

B facing universities due to inflation/recession in the natipnal'econbmyf

s . )
* 5. .
. N ) ! ~
. . .
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The question of the extent to which academic institutions can coatinue to

14

find.the means to share in the costs of ,federally sponsored research--including
. N . N - . .
those due to limitations upon the full recovery of indirect costs--cannot be

.

answered from tne results of the present study. From another study conducted

.

under the.sponsorship of the President's Biomedical Research Panel, however,

-

it seems doubtful that univef%itfés can continue to find the resources to

‘, L A} s

A .

- mainta¥n these subsidies without unjustifiable damage to the remainder of their .

educational programs .(6). The funding trends,disclosed suggest that the

@

[4 ]
. federal government should carefully considér removing the cost-sharing require-,

e ’ [ =

recovery of the indirect ’
. ' B

€

ment aqa otherwise modify its policies that limit the

costs of academic research.» . o, .

Ve

-
.

.
s
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